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1956 


As we entered 1956 most of our economists and business leaders in 
Canada forecast that the coming twelve to eighteen months would be 
the most flourishing in our immediate history. 


—All good business men will be competing for their full share of the 
increased business available. 


—Regardless of the size or special circumstances which may govern your 
business, there is no basic reason why you cannot make your organi- 
zation the best of its kind in the world. 


—The most successful organizations have taken advantage of all the 
proven management tools to become leaders in their industry. Those 
firms who fail to do this will be left behind competitively through this 
period. 

—lIf you plan to be the best, we believe you could not pick a more pro- 
pitious time than now for action. 

The first step is to back off and critically and objectively appraise your 
present operations and establish your basic weaknesses, if any. 


The second step is to have the courage to accept the facts uncovered and 
take action to work out the most sensible and direct solutions. 





Our day-in, day-out job is to assist management in making this appraisal 
and in working out the simplest direct answers to result in a tight, 
well integrated organization. 


Our continuing success has been based on doing this effectively and 
consistently for our clients. 


We would be glad to discuss how we may assist you — no obligation 


J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE STREET WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 
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CO-ORDINATION OF PLANT OPERATIONS AND 

COMPTROLLER’S DEPARTMENT 

—From a Works Manager’s Viewpoint 
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Mr. Woxman has been with oi Frigidaire Division of General 
Motors since 1933 and is presently Works Manager of the Leaside, 
Ontario, plant. He joined the company in Dayton, Ohio, where 
he furthered his technical training by attending night classes in 
Refrigeration and Air Conditioning Engineering and Purchasing 
and Material Control. In 1950 he was promoted and transferred to 
the Frigidaire Canadian Division as head of Engineering. Two 
years later he was appointed Plant Superintendent of the Leaside 
plant and served in that capacity until advancement to his present 
position. 


THE INDUSTRY-WIDE APPROACH TO FINANCIAL AND 
OPERATING RATIOS 
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The author, a Registered Member of the Society of Industrial and 
Cost Accountants of Ontario and a Certified Public Accountant, 
established the firm of C. B. Taylor & Associates, Industrial Cost 
Consultants, in 1934. Prior to this he held various executive posi- 
tions with Hayes Steel Products. Mr. Taylor is keenly interested 
in the trade association management field and serves a number of 
Canadian Associations, currently being President of the Institute 
of Association Executives. 
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A native of Manitoba, Prof. — has sien on the staff of the 
University of Manitoba since 1949 in the Department of Economics 
and Sociology. He is a specialist in labour history and labour 
economics and among other activities lectures upon the “Economics 
of Labour.” He is a graduate of his home university and has also 
studied at the University of Oregon and the University of Toronto. 
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Editorial Comment... 
HOSPITALIZATION 


One of the more interesting subjects of the recent Dominion- 
Provincial meetings has been that of a Government financed hospital 
scheme. Not too many details have been issued to date but the broad 
outlines of the plan appear as follows: 

Cost of the plan would be shared between the two governments on a 
basis not yet fully agreed upon by all parties. Public ward hospital 
accommodation and diagnostic service as performed by hospitals would 
be available to everyone. There would be some annual premium, 
probably collected through the present income tax system and some 
initial small charge for each hospital visit. 

Canadians are not exactly unacquainted with hospital and medical 
insurance. In fact, some 6.5 millions of us are covered by voluntary 
schemes, many of which insure for semi-private accommodation and 
other additional benefits not proposed in the Federal schemes. In 
addition, there are nearly 5.5 millions with insurance against surgical 
expenses and another 4.2 millions protected for medical expenses. 

Most of this coverage has taken place since the war and shows that 
the voluntary assumption of responsibility for hospital care by indi- 
viduals and groups of various sorts has been an active affair. It also 
demonstrates to some degree that many Canadians have had the indi- 
vidual prosperity to invest in such types of benefits. More and more 
corporations are assuming at least partial financial responsibility for 
such plans and so the participation grows. 

About 48% of the population is not covered at present. These are 
mainly rural people, store clerks, individual labourers, casual help of all 
kinds and some industrial workers in depressed areas. These groups 
should be covered and at least in the opinion of the governments, Pro- 
vincial and Dominion, the only answer is coverage for everyone. Such a 
plan will, of course, help the indigent patient problem which is a severe 
drain on all hospitals at the moment and vitally affects their net 
economics. 

Obviously the insurance companies will feel that a government plan 
for hospital care invades their field and as such they probably will be 
against it. However, it is a challenge to the public underwriters to 
exercise their business acumen and come up with attractive plans to 
supplement the rather minimum coverage offered by the state. Many 
people will want private and semi-private accommodation and here is 
where the insurance companies can capitalize. 

The state hospitalization scheme will not be entirely clear sailing. 
In any free plan, or relatively free plan, there is a tendency to build up 
an exorbitant initial demand on the service. 

Hospital space is at a premium now in most communities and in 
many the situation is critical. Undoubtedly the extent to which hospital 
insurance coverage has increased in the past 10 years has gradually built 
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EDITORIAL COMMENT 


up the number of patients desiring hospital care beyond the capacity of 
existing facilities. 

It is slightly alarming to imagine a situation where everyone has 
ready access to hospital care. It will need the best plans of governments 
and municipalities to accelerate hospital construction and encourage 
nursing recruits in order to meet the situation. 

It is to be hoped that a thorough study of the need for hospitals 
and/or nursing homes accompanies the new government scheme or the 
result will be merely confusion and a downgrading of hospital care. The 
principle that there will be a basic coverage for all is good and it does 
seem that unless state coverage is introduced a great many of us would 
never have even this basic care. 








PERSONALS 
W. J. Bullock, R.I.A., of the Edmonton Chapter has been ap- 


pointed Assistant Secretary-Treasurer of the Edmonton Public School 
Board. He was formerly with MacCosh Storage and Distributing 


Ltd. 


J. H. Clissold has joined Canadian Propane Ltd. as Chief Ac- 
countant. He was formerly with J. W. Mould and Son Limited. Mr. 
Clissold is a student member of the Edmonton Chapter. 


L. J. Westgate, a student member of the Edmonton Chapter, has 
joined Canadian Superior Oil of California Ltd. in charge of the 
Lease Rental Department. He was formerly with the Taxation 
Division of the Department of National Revenue. 


William Aitken, C.A., R.I.A., Senior Partner of Glendinning, 
Jarrett & Campbell, Winnipeg, has been made a Fellow of the 
Institute of Chartered Accountants of Manitoba. Mr. Aitken is a 
member of the council of the Manitoba Society. 


C. E. Baxter, B.A., formerly of Motor Products Corporation, 
Walkerville, has been appointed Comptroller of Alumatic of Canada, 
Limited, Windsor. Mr. Baxter is a General member of the Windsor 
Chapter. 

A. C. Coopland, a general member of the Vancouver Chapter, has 


been appointed Office Manager of Industrial Rubber Distributors Ltd. 
He was formerly with Major Aluminum Products Ltd. 


J. J. A. Vogwill, of the Vancouver Chapter, has become a partner 
in the firm of Industrial Audits. Mr. Vogwill was formerly with Rest- 
more Manufacturing Co. Ltd. 
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“We use our MARCHANTS for figuring invoices, payrolls, 
job costs, discounts, inventory, time-payment contracts... 
in fact, for just about all the figurework in our office.” 










“Once | figured that only 
big companies needed calculators. We're 
only a small business, but our MARCHANT 
is paying for itself so fast I'm amazed.” 


The Marchant 
Figurematic 


Find out how a MARCHANT calculator will help cut your figurework 
costs and lighten your figuring burden, Mail this coupon with your 
business letterhead for free .. . 


Index to Modern Figuring by Marchant Methods - - - (J 
Descriptive Literature on Marchant Calculators - - - (] 
0-5 





MARCHANT CALCULATORS, LTD., Toronto 2B, Canada 
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C. & M. Round-Up... 


LOOKING AHEAD 

Most economic indicators presently point upward. 

The broad diversification in business activity, the tight credit situation 
and the absence of any significant inventory expansion even with the high 
rate of production, indicate considerable strength in the Canadian economy 
thus far in 1956. 

The high level of labour and investment income, consumer expenditure 
and consumer credit could create a high price movement. The Bank of 
Canada has recognized this and through its flexible monetary policy has 
once again advanced the interest rate on borrowings by the chartered banks. 

—o—_o— 

Dividend payments in the first part of the year were well ahead of 
1955 (about 8%). It certainly looks like a new record this year for the 
investors’ earnings. Last year 160 million, this year 175 million. 

---O—O—— 

The tight steel situation may continue into 1957. The major producers 
are sold out until the end of the second half and are taking bookings on 
the third and fourth quarter business. 

—o—o— 

Central Mortgage predicts 3.4 million new homes will be built by 1980 
—an average of 135,000 per year. Mortgage money required is over 20 
billion. 

Canadian Tax Foundation forecasts a federal revenue of 4,732 million 
and expenditure of 4,528, leaving a budgetary surplus of 204 million for '56 
and 57. Mr. Harris, the finance minister, suggests a deficit of 80 million. 
We wonder who will be right. Anyway, we shall all know before this time 
next year. 


By N. R. Bargoor, R.1LA. 


—o—o0— 
STOCK WARRANTS 


The warrant is increasing in popularity and over a score of mining and 
oil companies have their warrants listed on the Exchange. 

Basically a stock warrant entitles the holder to purchase shares in a 
given company and at a fixed price until a given future date. 

Some have a scale arrangement on the price: the price increases so 
much a year for a certain number of years unless the warrant is exercised 
earlier. 

The most unique characteristic of the warrant is that it sells above what 
may be termed its immediate value. In other words, the price of a warrant 
plus the price at which the warrant is exercisable is almost always in excess 
of the present market value of the company’s shares. 

The reasons for purchasing warrants are several. If a man is convinced 
a stock is going up, to buy warrants will increase the leverage on his money. 
Conversely if the stock goes down, his capital will dwindle more rapidly. 
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COST AND MANAGEMENT 
It isn’t necessary to invest as much money when warrants are purchased. 
Interest is saved and brokerage is also less. 

Warrants sell at relatively high prices, probably due to a scarcity value. 


PROGRESS 

At a time when grumbling about income and hours of work is very 
widespread, it is interesting to note that Steel workers earned $18.00 per 
week in 1915. Forty years later this was almost $100.00, over 400% 
increase. Hours worked per week were 6514, in 1915 and had decreased by 
40% in 1955. 

Average hourly earnings of 30c in 1915 and over $2.00 in 1955 merely 
emphasize the tremendous change in personal economics. 

In addition, paid vacations, paid holidays, insurance and pension bene- 
fits are worth better than 10% of present earnings. 

Besides the mathematics of income and fringe benefits is the improve- 
ment in working environment. Electronic controls instead of human eyes 
are watching processes, machines have replaced muscle power, and in many 
other ways mechanization has made jobs easier and incidentally created 
more jobs. 

—-O—O— 
ON THE PERSONAL SIDE 
Can you give orders easily? 
The most effective way to give orders is not to. 


Workers should be encouraged to set constructive long range goals for 
themselves. You will eliminate the short range problem of getting things 
done. Psychological studies to support this conclusion show that: 


Consciously or not, groups inevitably set some of their own goals. 


Results are far better when a work goal is set by the group than it is 
when presented as an executive order. 


—Oo—o-— 


Do you use Charts or reports or both? It sometimes depends on indi- 
vidual executive preference. A recent authority on visual services says a 
chart is genuinely useful only if it: 

Clarifies a complicated story 

Pinpoints an important fact 

Translates magnitudes into relative understandable terms 

Demonstrates differences 

Shows up trends 

Brings out previously obscured or hidden relationships. 

In short, a chart is useful if it reduces executive reading time. It should 
be simple and not produced merely for decorative purposes. 
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Cc. & M. ROUND-UP 


A list of nineteen ‘“do’s” and “don’ts” on business forecasting was 
recently compiled by the research department of Fairchild Publications. 
Those contributing include: United States Steel Corp., Steelways Magazine, 
and U.S. Department of Commerce. 


Do’s 
Use your own judgment. Your own knowledge should be superior 
to that of any outside expert. 
Look for new sources of data, to help you check opinions that gain 
popular favor. Majority opinion seldom anticipates major changes 
in our national economy. 
Be systematic. Once every three months check on basic data used 
in your plans. 
Deal in probabilities. Allow some margin for error. 
Look for causes. The most valuable skill in forecasting is the 
ability to appraise cause and effect. 
Know your sources. Apply these questions: Are these data 
related to our business? Are they available regularly? Do they 
represent facts or estimates? 
Remember that history repeats itself only in the sense that similar 
causes produce similar results. 
Use facts and logic rather than facts and machematics alone. 
Beware of the expected answer. 
Make allowances for the human factor. 


Don'ts 
Don’t estimate your own sales until first sizing up the total market 
in which you operate. 
Don’t follow exclusively some one business indicator which in 
the past has pointed the way for your business. 
Don’t change your forecast too frequently. 
Don’t over-emphasize the growth factors in the national economy. 
Don’t overlook the slaes staff but don’t pay too much attention to 
any one individual point of view. 
Don’t try to do a forecasting job in a committee meeting. 
Don’t build too many hedges around your forecast. In final 
analysis, nobody can know for sure what will take place in the 
future. However, too many “ifs”, “ands” and “buts” tend to 
confuse the management. 
Don’t fail to state the assumptions upon which your predictions 
are based. 
Don’t get lost in a jungle of data about general business condi. 
tions. Daily business reading should keep you posted on general 
trends. Let the main base of your forward planning be specific 
data reflecting your own business operations. 
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35th Cost and Management 
Conference 


Mont Tremblant Lodge 


Mont Tremblant, Quebec 


June 27th, 28th and 29th 


Effective Administration, A. M. Jenkins, 
Organization and Manager, Contracts 
Management ....................... Administration Department, 
Canadian Aviation Electronics 
Limited. 
Administrative Skills of the E. L. Hamilton, Treasurer, 
Industrial Accountant .. ........ Canadian Industries Limited. 
Significant Areas for B. A. C. Hills, President, 
Cost Reduction ........................ Urwick, Currie & Co., Ltd. 
Control Techniques and Malcolm L. Sutherland, 
Measurement of Secretary-Treasurer, 
Performance .......................... Burlington Steel Co., Ltd. 
H. S. Brown, 
Integrated Data Processing ..... Assistant to Sales Manager, 


R. L. Crain Limited. 


A special feature this year will be the introduction of 
concurrent group discussions on these topics under the 
leadership of the following authorities: 


J. L. Toole, 
Making Budgets Work ............. Assistant Controller, 
Canadian National Railways. 
Work Simplification in the J. G. Hockman, 
RS ORE oe weno Steinberg’s Limited. 
Allocation of Distribution Andre Parent, 
aah ehh iin ct dddccabtbek Senior Consultant, 
J. Edgar Dion. 
Reports and Statements G. W. McRoberts, Comptroller, 
to Management ...................... Imperial Tobacco Company 


of Canada Ltd. 


THE SOCIETY OF INDUSTRIAL AND COST ACCOUNTANTS OF 
CANADA 
31 Walnut Street South Hamilton, Ontario 



































Books in Review... 
By Georce Mo.ter, D.Jur., C.A., R.LA. 


THE DYNAMICS OF INDUSTRIAL MANAGEMENT 


By Raymond Villers, Funk & Wagnalls, New York — $6.25 — 501 p. 
with Annex, Topics for Further Study and Suggested Readings, and an 
Index. 


The author, a graduate of the Sorbonne in Paris, who did post 
graduate work at Columbia University where he has been teaching 
since 1947, is well known in circles interested in industrial management 
through his co-authorship with Dr. Walter Rautenstrauch of the trail- 
breaking books “Economics of Industrial Management” (1949) and 
“Budgetary Control” (1950). 

In 1952, when the reviewer started to prepare a lecture course on 
Management Accountancy, an academic subject which is rapidly 
developing as an apex to financial management and advanced cost 
accounting, no text book was available which could have satisfactorily 
covered the field. 

Since then, three books have appeared which are suitable. These 
are Drucker’s “The Practice of Management” (see review in February 
1955 issue of “Cost and Management”), “The Industrial Accountant’s 
Handbook” by Fiske & Beckett (see review in the April 1955 issue of 
“Cost and Management”) and now, concluding the series, Villers’ latest 
work on the “Dynamics of Industrial Management”. 

Though these books do not primarily deal with management 
accountancy, since nothing has been written on that subject alone the 
student must familiarize himself with the broader aspects of industrial 
management if he wishes to successfully penetrate the problems of his 
chosen special management field. 

Dr. Villers, in the introduction, states “the problem of today is that 
of organizing production.” He suggests that, “in any given enterprise, 
the need appears from time to time for a systematic reconsideration of 
the whole pattern of organization of the methods of management.” In 
a scholarly, but always interesting manner, the author reviews in Part I, 
the evolution of industrial management. We are led, step by step, to 
the development of operations research and linear programming as its 
industrial application. A whole chapter is devoted to the general 
principles of organization and management, pointing out the important 
concepts of “line and staff” and “functional organization” which still 
are in the limelight of discussion. The author illustrates the theoretical 
aspects by individual studies of characteristic companies. Centralization 
and decentralization are thoroughly discussed. 

Part III is devoted to “Developing Controls as a Factor of De- 
centralization”. The author states that “procedures of cost control 
should be self-controlling (tie-in principle) and their own costs should 
remain under control (economy principle).” Dr. Villers claims that 
“these two fundamental considerations govern the reorganization of the 
procedures of cost control.” 
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A chapter is devoted to “Unit Costs and the Sales Mixture Control”, 
in recognition of the difficulty of the determination of the unit cost in 
a multi-product industry. This chapter and the preceding chapters on 
cost control and the basic approach to profit control are true subjects 
of management accountancy. The closing chapter of Part III is devoted 
to “Managerial Reports and Managerial Action”, again a subject closely 
allied to and forming part of management accountancy. 


Part IV, “Introducing Budgets and Long-Range Planning”, brings 
us to the core of management accountancy. Dr. Villers considers “the 
introduction of budgetary control the logical sequence of the develop- 
ments of the procedures of planning and control.” The first chapter in 
this part aligns “Inventory Budget and Production Program”. From 
there, the author leads us into “Expense and Cash Budgets”, which dis- 
sertation is followed by a chapter on “Long-range Planning” with great 
emphasis on personnel policies which “exercise a determining influence 
upon the future of an organization.” 


In the concluding chapter, Dr. Villers dwells on the strange 
dilemma now facing industrial management. Although planning and 
control based on a scientifically determined standard of performance 
are acknowledged necessities of large organizations today they are 
antagonistic to good human relations. The question arises whether the 
worker and/or executive of today, “still basically the same human being 
he was a century ago, should strive to adjust himself more fully to his 
new environment, or whether it is more desirable to direct the change 
in the environment toward a state of affairs more acceptable to man as 
he is.” The author boils the dilemma down to the question of whether 
it is possible to solve the conflict between the need for decentralization 
and the need for specialization. Emphasis is placed on making the 
trend toward functionalization of planning and control which may 
exist independently of functional decentralization but in conjunction 
with it, serve its full purpose in terms of human relations. “More and 
more it becomes apparent that the reorganization process — the 
dynamics of industrial management — is to be considered as a normal 
managerial activity. The ultimate goal of the reorganization process is 
not perfection ... but it is a realistic goal for industrial management to 
endeavour to improve gradually, but ceaselessly, the conditions of 
operation for the benefit of everyone concerned: management, em- 
ployee, stockholder, and the consumer.” In Dr. Viller’s opinion, there 
is no fundamental conflict between humanistic, technical, and economic 
considerations. The book closes with the assertion that “the science and 
the practice of industrial management, now working in closer and 
closer co-operation, have opened the way toward the solution of the 
human, organizational, and managerial problems created in the modern 
industrial enterprise by the irreversible trend toward increasing 
specialization.” 
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BOOKS IN REVIEW 


Apart from the fact that this new work presents the researcher, 
teacher and student in management accountancy with a thorough com- 
pilation of the essential contents of a great number of scattered articles 
in the field, the book’s study and use is facilitated by excellent con- 
densations of the contents at the beginning of each chapter. The reader 
in a hurry — can, therefore, by reading the condensation, determine 
whether the chapter contains the answer to questions in which he is 
particularly interested at the moment. 

It is seriously suggested that management accountants and students 
interested in this field will improve their ability, capacity and efficiency 
by studying this work. This book facilitates the everlasting task of 
keeping abreast of the tide of new approaches and ideas in our chosen 
profession of management and higher accountancy. 








“DOWN TO EARTH” SALESTAG CONVERTOR 


A completely new Salestag Converter system, specifically designed 
to provide retailers with faster market information for quick merchan- 
dise turnover, is announced by P. B. Pratt, Manager of Samas Punched 
Card Division, Underwood Limited. 


Dennison and Kimball merchandise tags, widely used in the ready- 
to-wear and Department Store field, are swiftly converted into small 
punched cards containing all the information needed to identify the 
merchandise, such as manufacturer, style, store, department, colour, 
price and size. 


All information punched into the tags is “read” by this machine 
and automatically reproduced into Samas Punched Cards at the rate of 
over 7,500 tags per hour. The tag reading feature of the Samas Salestag 
Convertor does not affect its other functions. It can be used as a stan- 
dard punched card Reproducer as well as for sales tag work. 


Once the price tags have been converted into punched cards, the 
cards are selected and arranged by running them through the high- 
speed Samas Sorter, Tabulator and Summary Punch. These 
machines automatically compute the information and final reports for 
management. 

Announcement of the Salestag Converter marks the latest step in 


the Underwood Samas program to bring automation “down to earth” 
through practical application of low cost punched card and integrated 


data processing system. 
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Co-Ordination of Plant Operations 
and Comptroller’s Department ... 


—From a Works Manager’s Viewpoint 


By R. J. Woxman, 


Works Manager, 
Frigidaire Products Limited, 
Leaside, Ontario. 


Teamwork between the financial and manufacturing departments is a 

relatively rare phenomenon and a subject on which little has been 

written, the author contends. On the premise that close co-operation 
between the two is indispensable for maximum efficiency, he relates 

how the production department was streamlined in his plant to work in 

harmony with the financial division. 

[' HAS been offered many times before, that it is virtually im- 

possible to please the financial officer of a company. Production 
or engineering-minded people seem to have fallen into a pattern 
which would depict a Comptroller as a sort of individual whose sole 
satisfaction in life is derived from raking in dollar bills, and whose 
spare time is spent in generally antagonizing over-busy production 
personnel. Production people quite naturally feel that their purpose 
in life is to produce finished articles from raw goods and the re- 
sponsibilities of selling them to the public at a profit belong to the 
sales and financial groups. To some extent this is true, but modern 
thinking relative to engineering and production needs cannot dis- 
associate itself for one instant from the sales and financial structure 
of a Company. 

Whereas sales groups are dedicated to transferring products from 
a Company to a Consumer, it is important for them to accomplish this 
act to result in a satisfied customer, as well as obtaining a profit for 
the Company. 

Our financial officers are responsible for protecting the financial 
position of a Company, as well as producing complete records of 
results of the operations of both sales and manufacturing. 

The Importance of Teamwork 

My part in this picture is what we call the Works Manager. 
Many special educational classes and books have been prepared on 
the arts of engineering, finance, salesmanship, and production. Each 
is highly important unto its own; but more important to the execu- 
tive mind, is their relative importance to each other. To narrow the 
field more closely, many persons have prepared books and articles, 
etc. on the needs for proper co-ordination among sales, engineering, 
and production, but the treatment of integrating better understanding 
between the financial groups, and sales or manufacturing has been, 
shall we say, slighted. 


*An address to the Niagara Chapter of the Society of Industrial and Cost Accountants, delivered on 
October 19, 1955. 
173 











COST AND MANAGEMENT 


Yet, if we would consider only momentarily just what the basic 
objectives of Sales, Manufacturing, Engineering and Finance are, we 
all would better appreciate that the fundamental consideration is 
just this simple — we are all in business to make a profit; therefore, 
teamwork is not only a desirable situation but a requisite. 

Now this thing called teamwork certainly gets a fair share of 
consideration these days. It seems as though everybody is telling us 
— work together, pull together, in fact, you wonder sometimes what 
the outcome really is, don’t you? 

In this paper I will attempt to explain why I think it is essential 
to work closely with our financial officer, and to outline some of the 
steps that have been taken in our company to accomplish this end. 


Working With the Comptroller 

To work together, one must assume a rather impartial attitude 
to this extent — a successful Works Manager must develop more 
financial understanding, and must not be perturbed if the financial 
section does not necessarily reciprocate. It is felt, however, that a 
good financial officer and his staff must assume an attitude similar to 
many other groups within a plant. Such an attitude would reveal 
that they too are a servicing section — offering counsel and good 
advice to those requesting or requiring information or data. I know 
of one Comptroller in a large successful company who quite readily 
admitted that his job was two-fold in nature; to prepare financial 
statements to the directors and officers of the company in conventional 
financial language; and, to prepare statistical information back to the 
plant in conventional plant language. That was his interpretation of 
his place in the business. I suppose this can all be summed up by 
stating that one of the better ways to obtain teamwork is to really 
work on the team, and to definitely learn all of the plays. My basic 
intent then in working successfully with our Comptroller is to de- 
velop an understanding of his problems and to try to develop my 
organization so as to shorten the time in solving mutual problems. 
Too often we do not take the time to put ourselves in the other 
fellow’s place. This is one of the better ways of helping ourselves to 
be more effective in judging people, of sizing up a situation, deciding 
what to do, and not least in importance, of obtaining acceptance of 
our own ideas. 

It’s very important sometimes to get your own way. Working 
together can’t be a “one-way street” but it’s equally necessary to 
make sure there are really two sides to the street. Respect the other 
fellow’s side, but likewise, wisely protect your own. Common sense 
must have its place. Common sense usually helps us more than we 
like to think sometimes. This can be illustrated by the story of the 
little boy next door to me. He was slightly near-sighted but he 
fiercely resisted the idea of having to wear eye-glasses. One day, a 
new family of neighbours moved in and they had their share of boys. 
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About a week after the move, our little neighbour boy came running 
into the house holding a bloody nose. After clearing up the imme- 
diate problem, he sheepishly told his mother that maybe he needed 
to get glasses after all — it seems he was tired of being hit. 

In working with our Comptroller, we should not overlook the 
fact or forget that it’s really the accumulation of little things that 
count. The complete realization of this principle certainly can 
revise the thinking of a manufacturing executive whose very existence 
depends upon tolerances. In manufacturing, very few parts are ever 
made to the exact dimension, but the principles of finance have 
exactness as their foundation. Production people from time past have 
always been plagued by those month-end reports. I began to look at 
month-end reports like a fellow loaded down with charge accounts. 
Few people like to pay for food that has been eaten one or two 
months previously. The thrill of driving a car obtained on time 
payments soon changes to a drudge after about the third payment, 
and to think there are only twenty-one more to go. That is the way 
those month-end reports began to work on me. 


The Meaning of Month-End Reports 

What do month-end reports really tell us? Too often all of our 
errors — right down to the last detail. Now who likes to review a 
galaxy of errors along with trying to develop reasons or answers as to 
what happened several weeks previously. 

From a plant operational standpoint, it began to dawn on me 
that the Comptroller could become a really big help to me — if I 
first tried to help myself. Now this viewpoint was actually quite 
original to many of my associates, for everyone knew that you just 
cannot please your Comptroller. 

Analyzing this thought rather completely, I concluded that these 
fellows had an important job to do, and if we would only be im- 
partial and honest with ourselves, the many things they would bring 
to our attention were actually things which we should have been 
doing in the first place. A quite simple deduction, but how was the 
next step to be made? 

This was quite easily broken down, too, for when all of the frills 
were removed from the volumes of reports and statistics, I learned 
that Comptrollers could be made into happy fellows, if we merely do 
two simple things; live within a budget; and properly forecast our 
expenses. We certainly appreciate that these two things, simple as 
they may sound, develop into complex report forms — but they were 
actually just that simple. 


Re-organizing for More Efficient Control 


We therefore took a run down through the entire operating staff, 
reviewed their qualifications, and quickly decided against making 
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cost analysts out of each of them. At this point, the simple approach 
still looked to be the better road to follow. Very importantly though, 
remember this — we were choosing to do what we were really ex- 
pected to do and that is to try to help ourselves first. 

The plan was to add to our staff no more than one rather senior, 
and one junior man, who, by training and application, would thor- 
oughly learn the function of the financial section. Secondly, how- 
ever, we gave strong consideration to the fact that this senior member 
must know plant application. We deemed it highly important to 
emphasize to this man that while he wasn’t to be dictatorial of 
attitude — he would be a very important cog in the wheel of the 
manufacturing group. Next we jointly began to lay down the neces- 
sary control charts that would be required to control our plant. Here 
again, I might state that in my own particular case, I chose control 
charts which differed to the general scheme of financial charts — but 
they were what I wanted and felt that I needed. 

Next I determined to approach the plant supervision, again using 
the simple route. Well do I remember the day when a plantwide 
supervisory meeting was called and I approached the subject of 
budget control by likening departmental control to the same kind of 
control that these men had to exercise in running their own house- 
holds. 

I noted a very fundamental illustration to these men that if one 
tried to spend more than he earned on food, clothing, house, or car, 
he would soon find out that his life would be one of misery and hard- 
ship. This rather homey approach seemed to work, for there seemed 
little doubt that the men would not assume control of their respective 
departments. 

Our next step was to ensure that the newly-found head of Plant 
Cost Analysis (P.C.A.), would hold regular monthly review meetings 
with the immediate staff heads. This began very smoothly, for the 
Plant Staff Heads soon realized that the P.C.A. head assumed all 
responsibility of segregation, accounts, etc., so that the interpretation 
of work and expense was translated for them. 

This I hold important, — for remember I chose not to try to 
make all of my staff financial wizards, but rather chose to have them 
pursue their vocations to their utmost and to supplement their needs 
with a properly trained person to bridge the gap of financial language. 

It is well to inject a thought at this time relative to the position 
of the Plant Cost Analyst. In this instance we soon learned that the 
Comptroller’s section either had to co-operate 100%, or the entire 
system would soon deteriorate. It was immediately evident that 
certain statistics and reports would require further segregation in 
order to obtain effective plant control. 

Fortunately, however, a general scheme was devised to develop a 
pattern and the individual elements were permitted to grow from 
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this point. Paramount in our thinking was this need — to effectively 
control an operation, we should develop our entire system to only 
spend at the allowable rates — and all other expenditures would 
either reflect emergencies or inefficiencies. Proper pre-planning from 
foreman level became a necessity and proper statistics, reports, etc., 
flowing from the Comptroller’s section to the plant assumed a new 
and even greater importance. 


Selection of Future Supervisory Personnel 


At this point the question might arise whether this approach is 
logical for future needs or, in other words, would we be coddling our 
men too much thereby avoiding proper training for their future ad- 
vancement. Here again, such is not the case. Executive-type people 
are by nature inquisitive people. In our particular company, it was 
desirable to job-test every person either of supervisory status or those 
suspected of having good potential for supervisory positions. Such 
job testing has to do with an individual’s personal interests; his apti- 
tudes; his understandings of supervisory knowledge; and his personal 
traits. These tests were developed by the General Motors Institute 
and very importantly, the yardstick or measurment of these tests is 
not to determine the wizards or geniuses. All results are compared 
to what I shall call the typical General Motors man of similar status 
or position. 

Thus you might be able to discern a feeling that if executive- 
minded men inherently always desire to advance their status in life by 
studying and learning, the proper choice or selection of men to super- 
visory positions will result in the collection of a group of men who will 
always try to learn as much about the things they are doing as is pos- 
sible to attain. 

Now this has been a somewhat round-about way of stating that while 
an objective is not necessarily to make cost analysts from production 
personnel, you might agree that properly selected personnel will auto- 
matically learn either directly or indirectly about cost, budget control, 
etc. 

Therefore, one can assume that another way to make your Comp- 
troller happy, is by the proper hiring and selection of good supervisory 
personnel, 


A Flexible Control System 


In most companies, some form of systems and procedures is out- 
lined in order to obtain standardization of the operations. All execu- 
tive members of management are, or should be, interested and know 
how the work under their direct control (or indirect control) is to be 
controlled and supervised to assure sound operation. The losses due to 
lack of an internal control system can accumulate into many thousands 
of dollars each year. Too often, however, a company runs a pendulum 
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cycle. They traverse from no control or poor control to a system of 
stifling controls filled with such red tape that the owners or stock- 
holders would do well to padlock the entrances to prevent continuation 
of losses. 

I think we can all agree that participation in an activity brings 
about a personal feeling of worth or one of “belonging”. This principle 
applies in our systems and procedures control. It is considered good 
practice to inform all of our supervisory personnel that a relative 
minority of items covered by procedures are actually mandatory in 
nature. The balance of the items are really put there by all other 
members of the organization as principles of their own thoughts or 
ideas. Thus it becomes very important to all of the men under the 
Manufacturing Branch to scrutinize every item in a new or revised 
procedure and offer either objection or suggestions relative to the 
subject. Each man is thoroughly informed that his approval of another 
man’s impractical suggestion automatically binds him to the same agree- 
ment for the duration of the agreement. This feeling of responsibility 
naturally places a new viewpoint and a new interest on the subject. 

The removal of, shall we say, the boss’s support of an impractical 
method or regulation by prior comment has a profound effect. Each 
man fully appreciates that any subsequent violation of the practice as 
may be uncovered by an internal audit leaves no room for alibis or 
excuses, for the recipient knows of his responsibility. Inversely, realiz- 
ing this newly found attitude, the supervisory employee likewise knows 
that rules and regulations are not “hard and fast” and may be re-opened 
for review. This liberty allows for reconsideration of many old rules 
which may have become obsolete. To prevent the pendulum from 
swinging uncontrolled too far in one direction, and then in the other, 
often times is not the fault of the second echelon employee. The degree 
of the swing must be governed by the top management group in the 
same manner as the pendulum is controlled by the governor in a clock 
mechanism. Again teamwork between the Comptroller and the Works 
Manager is a necessity; for in working together their unity of thoughts 
and actions can be a real inspiration to a large majority of personnel in 
a company. 


Control Charts 

I could conclude by presenting cross-sections of the kind of control 
charts that I, as a typical Works Manager, want to use in trying to 
maintain control of operations. Frankly, I do not feel that I could show 
you any real originality in chart preparation, but prefer to explain how 
I go about thinking or planning the kinds of charts I think are necessary. 
The manner in which they are physically prepared is incidental — it’s 
the theme that counts. 

I can tell you that I study diligently as to what I want on the 
charts, where they will cover in the plant, who will prepare them and 
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receive them for control purposes, when they should be brought up to 
date, or joint planning meetings held to discuss the progress revealed 
and, last but by no means least, I justify to myself or to others why the 
charts are important, why they will lead to progress, cost reductions, 
standards control, and a multitude of other things. 


“Six Honest Serving Men” 


Many years ago we all probably learned that no two things are 
exactly alike. We can see this by merely taking a look at the people 
around us. Each has his own individual characteristics which differ 
from those of any of the rest. Anyone concerned with manufacturing 
knows that no two manufactured parts are exactly alike. In one way or 
another the parts will be slightly different with respect to size, shape, 
and finish. We usually say of similar things that they are, “alike as two 
peas in a pod.” But when we actually open a pod and take a critical 
look inside, we see that differences do exist. If we take full cognizance 
of this principle, we can readily reverse the thought to state that there 
are, or must always be, at least two ways of doing things, at least two 
answers to any problem, or at least two questions to any issue. This can 
again be stated a little differently by saying we must all be intelligently 
inquisitive. To intelligently run a plant and to show progress in all 
phases of its operation, one should develop a pattern. Some may call it 
cause and effect; Kipling called it his “six honest serving men” — 
HOW, WHO, WHAT, WHERE, WHEN and WHY. 

Whether you are planning a plant, a department, a section, or an 
insignificant particle of your job, the How’s, the Who’s, the What’s, the 
Where’s, the When’s, and the Why’s, will stand beside you, push you, or 
pull you into or toward proper judgment. And if I, by the use of this 
method and representing the mechanical aspect of a business, work 
successfully with those who represent the financial aspect of a business, 
I’m certain we will both do what we are expected to do and that is: 
to make our Presidents and Stockholders the happy fellows they deserve 
to be. 
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The Industry-Wide Approach to 
Financial and Operating Ratios’. . . 


By C. B. Taytor, C.P.A., R.I.A., 
C. B. Taylor & Associates, 
Toronto, Ontario. 


Why do only three out of five Canadian companies show a profit in the 
best of times? If each industry would make an industry-wide survey 
of financial and operating ratios as a guide to individual firms then a big 
step would be taken in solving the problem, the author maintains, while 
emphasizing the role of the trade association in promoting this valuable 
management tool. 

HE VALUE of the “trade association”, an organization designed to 
accomplish for all concerned what no individual or company could 


accomplish alone, is well-known. 


A Changing Economy 


No single business is operated today in the way it was operated 
twenty years ago. We have new and different problems in a new and 
changed economy which are faced in new and different ways. Our whole 
business picture is much more complex and little reflection is needed to 
confirm that statement. 

And so it is with the trade association; it too is changed. Not only 
is it true that it has become the nerve centre of an industry, but the 
value placed upon it by the business executive has changed too. He 
relies upon it much more than he ever did before. He expects far more 
from it — and he should get it. 

There have been outstanding changes in the association field. 
Twenty years ago the average industrial executive expected one thing 
from his trade association — reasonable price stability. If he got that 
he figured that it was all well worthwhile. This may not have been 
altogether true of the very large association, but it certainly was of the 
smaller and medium-sized operations which by far outnumber the large 
ones. I know of no association today, however — even the smallest — 
where that single emphasis applies. All have broadened their horizons 
and the range of activities today includes almost every phase of business 
operation. To name just a few would be to list: 


Market analysis 

Product analysis 

Statistical surveys 

Credit services 

Employee relations 

Wage comparisons 

Industrial disease 

Compensation laws 
*An address delivered to the Toronto Chapter of the Society of Industrial and Cost Accountants on 
January 12, 1956, 
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Transportation problems 
Insurance and pension plans 
Accounting problems 
Trade-mark services 


So today the association — within your particular industry — 
embraces a very wide field of business activity. Men have learned that 
a great deal can be gained from co-operative effort, much that was 
difficult to contemplate a few short years ago. 


That goes along with the recognition that our business world of 
today is more complex and difficult than heretofore. In an era of orga- 
nization the “association” in your trade or industry has a most important 
part to play. Today your association is in contact with various branches 
of government on all matters affecting the particular industry it serves. 
And whether we like it or not, there is much more government in busi- 
ness today than at any time in the past. In facing that situation your 
association can and should perform an extremely useful purpose. 


Organization and Operation of the Trade Association 


One of the first considerations in the organization and operation of 
a trade association is its size, that is, what is its probable membership. 
It may range from eight or ten manufacturers to a membership of 
several hundred. Dependent on its size is the type and kind of organi- 
zation it will need. But this is a subject in itself. 


Dealing with the size of any given Canadian industry do not try to 
ape your American brother. His needs because of size may be altogether 
different, since most industries in the U.S.A. are ten to fourteen times 
their Canadian counterpart in volume and much larger in number of 
members. The American association may be able to afford consequently, 
what the Canadian industry could not contemplate. Then too, in most 
industries there is a larger preponderance of single purpose plants in 
the U.S.A. than here. In Canada we have more marginal production, 
but, by and large, the Canadian Association picture in industry runs 
relative to that of the United States and just to give you some concept 
of the extent of the “trade association” in industry let me say to you 
that there are twelve thousand such associations in the United States, 
and a proportionate number in Canada. 


Now you may wonder why I bring the industrial “trade association” 
into our discussion. The object is two-fold. 


First, I think that you, in your respective businesses, should know 
more about the association in your particular industry. I suggest that if 
you are not fully informed that you find out what it is and what it does. 


Secondly, the core of our subject tonight, the “Industry-Wide Ap- 
proach to Financial and Operating Ratios”, is possible only through the 
medium of your association. 
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The Canadian Business Picture 

But before we get into that, let’s cover one more preliminary, that 
of business profit. And remember, that the prime function of business 
is to earn a profit. In plain fact, “business is in business for profit.” 

In this connection there is one thing many of us fail to recognize, 
which is that in the best of times, only three businesses out of five 
succeed in earning a profit. All one needs to do is to refer to the Annual 
Green Book published by the Department of Finance in support of that 
statement. 

In 1953 — and that was a good year — out of a total of 48,350 
reporting companies, 33,972 reported a profit and 14,378 reported a 
taxable loss. This is 70.3% and 29.7% respectively. There is a wealth 
of information here in respect of manufacturing, wholesale, and retail 
trade, available by a bit of digging. In the best years we have ever 
known, roughly 10% of the nation’s volume is conducted at a loss. 

The tax statistics to which I have referred reflect an earning on 
sales for the profit companies, of 7.6% — and — for the loss companies, 
a loss of 3.9%. The profit companies earned on Net Worth 16.4% and 
the loss companies dissipated capital to the extent of 6.0% of Net 
Worth. 

In all of this it ought not to be forgotten that the tax collector 
takes about one-half and further, in respect of return on net share- 
holders’ equity, much of the equity is in “old” dollars. 

So there’s the picture. Why do 29.7% of all Canadian businesses 
operate at a loss? This group of companies numbering 14,378, do 10.9% 
of all Canadian business, a sales volume in excess of four billion dollars. 

There can only be one answer — management. The prime objective 
in business in a competitive economy is the making of a satisfactory 
profit return, and the extent to which that is accomplished is the 
measure of management ability. 


“Know Thyself” for Better Profits 

More than ever today business is studying its affairs. The astute 
manager is making use of every possible means to protect himself and 
the profit margin of his company. He is putting to use every measuring 
stick available to him against which to measure the accomplishments 
of his company. 

It is to that end that we suggest “The Industry-Wide Approach to 
Financial and Operating Ratios”.. Here is another means of determining 
how you measure up — and — with others in your own particular 
industry. To those of you who are in a sound profit producing position 
here is an opportunity to exhibit leadership within your industry and to 
develop more intelligent competition through knowledge of your 
industry and its affairs. 

The Balance Sheet and Operating Statement of any company is a 
very important document. Ratio analysis for the individual company 
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is a most important technique, one certainly followed by the more 
successful firms. However, it’s still only your own company. Certain 
trend information is available of course. But — it still applies only to 
your own operations. 

Picture being able to match it against an industry Balance Sheet 
and Operating Statement — reflecting the combined operation of a sub- 
stantial portion of your industry. Here is something different — a 
composite of the highly successful organization, and the ones at the 
other end of the scale anxious to improve their position, but not know- 
ing quite how to go about it. Both can benefit — for — along with the 
Industry Balance Sheet and Operating Ratios goes a direct comparison 
to each participating company of its own data. 

There are many things today that an Association cannot do and 
should not do. Here is one that can be done, a top-flight management 
tool, one of high relative value. 


Financial and Operating Ratios in Industry 

There are four principal types of ratios: 
1. Financial ratios or balance sheet ratios which show the relationship 
of one balance sheet item to another. 
Operating ratios, which are similarly derived from the operating 
statement. 
3. Inter-related ratios, which show the relationship of a balance sheet 

item to an operating statement item. 
4, Other ratios which relate a balance sheet or operating statement 

item to a unit of time. 

Let’s take the ordinary Balance Sheet or Statement of Assets and 

Liabilities with which we are all familiar. Here is a sample, reduced 
to its simplest form, but adequate for our purpose. 


te 


The Balance Sheet 
BALANCE SHEET 


ASSETS LIABILITIES 

Cash ae ..$ 50,000 Accounts Payable ............$ 25,000 

Accounts Receivable 125,000 Notes Payable ............... 100,000 

Inventories. : ; 200,000 Other Current Items .......... 50,000 

Other Current Items wsooe 000 Total Current ..............$ 175,000 
Total Current .... $ 400,000 

Investments ........ ....$ 75,000 Long Term Liabilities ........ $ 200,000 

Property — Net ..... . WBRIOS Reserves... cee ccccc cc cetens $ 25,000 

Intangibles .. em! .. 100,000 Preferred Stock 1000... $ 100,000 

Deferred Items ...... .... 25,000 Common Stock 4000........ 400,000 

Surplus Appropriated 50,000 

ee ere 50,000 

ee See a $ 600,000 

Total Assets -o eee... . $1,000,000 Total Liabilities oe... $1,000,000 


Suppose we take one side of this statement at a time and suppose 
we alter our terminology a little. Let’s take the asset side as “the 
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manner in which Capital is employed”, give a reference number to 
each item, and relate each to total capital employed by showing the 
ratio of each to the total. 


HOW CAPITAL IS EMPLOYED 


% 
EGG mabe 5225 oS eS A OES See ey ee $ 50,000 5.0 
2 Aecoiin Meeea ess. 65.6666 -c 0c vata cree ode ee : 125,000 12.5 
LE OTE OE oR ee eae ny ae eens heat : 200,000 20.0 
4 Other Gurrent’ hems ............00..0 ences 25,000 25 
5 Total Current .......... TE Ti ere ......$ 400,000 40.0 
PME 1 ae ee ea ener eter eae Ee ee arte eee ey Teak 
U ROD G MG —— ING a 6 ok roaches bats Datars aeons 400,000 40.0 
Sue RTE RETR MNS Sree oe ts 8 eh ea er ee ae : 100,000 10.0 
Ream MAM NAR iS 6S 55h 2 FLD 8 asin aR 25,000 2.5 
10 LOTS ECTS) a neers yeni er Rene ce ¢ $1,000,000 100.0 


Using our new term “how capital is employed”, we now have our 
ten main classifications of employed capital, we have identified each by 
a reference number and have established on the right, the ratio of each 
to the total. We see readily how much of our capital is employ2d in 
each classification. We begin now to watch those ratios — we read our 
statement this way — 40% of our capital is current — one-half of which 
is inventory, and another 40% is in plant property. Much more signifi- 
cant when put that way, is it not? 


SOURCE FROM WHICH CAPITAL IS OBTAINED 


SL ACen tAa ee RBEO «5S scene oe $ 25,000 2.5% 
aot UN tea RRM Norelco cone Maden oene eee foe 100,000 10.0 
23: “Other “Gnument. Hemis: .......06. 6 ei ea as 50,000 5.0 
24 Total Current .. oe POOR ee mei: $ 175,000 17.5% 
25 Long Term Liabilities . Nan een, ceed $ 200,000 20.0% 
26 Reserves ....... Bic bs EE Ree $ 25,000 2.5% 
20 “Breiman Sine. cs. eo ee ice eke Ca See $ 100,000 10.0% 
28 Common Stock ee a ME eT eee 400,000 40.0 
29 Surplus Appropriated cs She ae ee 50,000 5.0 
SAN MOMMIES Ty ae oad 22 ct Pious x oie ne ee ee HE ey 50,000 5.0 
31 Wel SGN 6355 ocs ce bnca oveogens ee . $ 600,000 60.0% 
Jor Rotel Camsteh 68s oSeiawke SRS Reels enna . $1,000,000 100.0% 


The same technique applied to the other half of our Balance 
Sheet provides the “source from which capital is obtained”. Again, let’s 
centre our sights on the ratios — 60% of our capital is from our share- 
holders, 20% from bond holders and 1714% is obtained from our 
current creditors. Now these ratios are important. 


Trouble can come from employing too much capital in plant 
properties — or — by obtaining too great a part of your capital from 
creditors. It pays to watch where you put your money on the one hand 
— and — where you get it on the other. 


1 HOW CAPITAL IS EMPLOYED 
Proportion of each of items 1 to 9, to item 10. 


2 SOURCE OF CAPITAL EMPLOYED 
Proportion of each of items 21 to 31, to item 32. 
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3 NET WORKING CAPITAL 

5 — 24 = $225,000 
4 NET WORKING CAPITAL RATIO 

5 + 24 = 2.28 
5 BOOK VALUE OF COMMON 

Sum of items 28, 29 and 30, divided by 

number of shares outstanding $125.00 

By this procedure we have developed twenty important ratios for 

the Balance Sheet. These are shown here in items 1 and 2. There are 
three others from this source — Net Working Capital, Net Working 
Capital Ratio, and the Book Value of Common Shares. We proceed 
now to the Operating Statement, again using simple form, again using 
reference numbers, and showing our ratios to net sales. 


The Operating Statement 
STATEMENT OF PROFIT AND LOSS 


40 Sales x . . $1,000,000 100.0% 

41 Cost of Goods Sold , i . 700,000 70.0 

42 Gross Profit $ 300,000 30.0 
43 Selling Expense % 
%, 
— % 

- % 100,000 10.0 

$ 200,000 20.0 
44 Administrative - % 
vB 
- % 

% 110,000 11.0 

$ 90,000 9.0 
45 Financial % 
% 

% 10,000 1.0 

46 Net Profit $ 80,000 8.0 


The above ratios are immediately evident, as is their importance. If 
net profit is to be maintained in its relation to sales, then any increase 
in any other ratio must be offset by an equal decrease in another on the 
same volume. But business is not static, always fluid, volume varies. 
It is here that these movements are first reflected. So we have another 
eight important ratios which should be the object of constant vigilance. 
Selling, Administrative and Financial expenses, as well as Cost of Goods 
Sold, can be further detailed, and yet their ratios developed. 

But there are a few more yet — we have been dealing with Balance 
Sheet items as a group, and Operating Statement items as another 


group. 


Combined Balance Sheet and Operating Statement Ratios 
Here is what we get by combining Balance Sheet and Operating 
Statement Ratios: 
PERCENT EARNED ON SHAREHOLDERS EQUITY 
46--31—$80,000 
600,000 


13.3 
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PERCENT EARNED ON TOTAL CAPITAL EMPLOYED 
46--10—$80,000 
1,000,000 
8.0 
PERCENT EARNED ON COMMON STOCK 
ASSUME PREFERRED IS 7% 
46—$7,000--28 $73,000 
400,000 
18.25 
TURNOVER OF ACCOUNTS RECEIVABLE 
40-2 $1,000,000 
125,000 
8.0 
TURNOVER OF INVENTORIES 
40-3 $1,000,000 
200,000 
5.0 
TURNOVER OF FIXED PROPERTY 
40-7 $1,000,000 
400,000 
2.9 
TURNOVER OF TOTAL CAPITAL EMPLOYED 
4010 $1,000,000 
1,000,000 
1.0 
TURNOVER OF NET WORTH 
40-31 $1,000,000 
600,000 
1.7 


Financial Principles of Business Success 


The prosperity of a business enterprise depends, to a substantial 
degree, upon the recognition and application of a few simple principles, 
namely: 

1. That investment in fixed assets must be held to reasonable limits 
which vary by types of concerns, their size, location and industry. 

2. That liabilities, both current and funded must be kept within 
definable bounds. 

3. That inventories must be turned over a normal number of times 
annually. 

4. That receivables must be kept liquid. 

5. That net working capital must be adequate. 

Most companies which become financially embarrassed do so be- 
cause they: 
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1, Carry an excessive investment in fixed assets. 
2. Incur a top-heavy debt structure of current liabilities. 
3. Carry inventories out of all reasonable proportion to the size of 
business and net working capital. 
4. Make unwise extension of credit resulting in heavy debt losses. 
5. Pay excessive dividends. 
6. Make top-heavy loans to officers, directors or employees. 
HOW can each management tell what kind of job it is doing? 
WHAT percentage of tangible net worth should be invested in fixed 
assets? 
HOW large an inventory should be carried and, 
WHAT is a representative figure for the ratio of net profit to net 
sales? 
WOULD YOU BENEFIT BY ACQUIRING A COMPOSITE RATIO 
SURVEY WITH OTHERS IN YOUR INDUSTRY? 
WHAT is a financial and operating survey? 
IT IS a study of selected financial and cost facts pertaining to a 
certain industry or trade. It is usually reflected in a composite picture 
of all participants against which each can measure his operation. 


Conclusion 

We come now to a summing up. I am sure it must be apparent 
that what has been shown, from a strictly technical point of view, may 
be rather academic. Nevertheless —- the industry-wide approach 
emphasized throughout — is something different. 

Here we have another yardstick, here we have the ability to 
measure the accomplishment of our own company in relation to that of 
or industry in 101 different important ways. 

Bear in mind that the usual technique is to reflect not only the 
Balance Sheet and Operating Statement of the industry in complete 
detail to each participating company, but to report to each participating 
company — piece by piece — a direct comparison of the ratios of that 
company — side by side — with those of the industry. 

It is a practice too — for the reporting agency — to highlight the 
“favourable” and “unfavourable” comparisons as a preliminary to 
detailed study by each operating company. 

I have mentioned one or two instances where the composite figures 
represent 100 or more companies. Often in such circumstances, these 
are divided into three or four basic classifications according to volume. 
The company thus is able to compare not only its ratios with those of 
the industry in total — but — also with a selected group of companies 
within its particular volume bracket. 

And it is not necessary that there be anything like 100 companies — 
we have done this work with eight or ten. All that is needed is sufficient 
participation, that the influence of any single large company does not 
become evident. 
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It is through your “trade association” that such a program is brought 
into being. That is where the association comes into the picture. That’s 
where your contacts with other firms in the same line of business take 
place. 

How do you get started? Put the thought in the minds of some of 
your friends in the industry — get their support — get your association 
to sponsor such an industry analysis. It’s not a costly thing to do — it 
is, of course, important that it be properly done and it is a very confi- 
dential job too. While your association is a medium for sponsoring it, 
many business firms hesitate to have the association office attempt it. 
That office may not have the necessary know-how, but the other side of 
it is, that some firms will wish to have the work done by a professional 
accountant, thus ensuring complete safety of the highly confidential 
information it is necessary that each company supply. 

While this is true, the association, as such, may ultimately publish 
the composite data. One further possible step in such a program is 
the reporting of the industry aggregate information, by the firm under- 
taking the survey, at the association’s Annual Convention. This is often 
a convention highlight. 

Today “associations” are looking for new and different things to do 
in the interests of their members. Likewise, today the businessman is 
seeking every possible yardstick against which to measure the affairs of 
his company. We have illustrated to you one such yardstick — a yard- 
stick of high relative value — in much too limited use. 
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The Guaranteed Annual Wage’. . . 


By Pror. H. C. PENTLAND, 
Department of Economics and Sociology 
University of Manitoba. 


Will the introduction of a true guaranteed annual wage be effective in 

stabilizing the Canadian economy? There is every reason to believe it 

will, the author argues, for such a device will give employers a financial 

incentive to maintain steady employment conditions. Where the situation 

is beyond its control, management will thus be enlisted in demanding 

greater and more effective government measures to alleviate unemploy- 

ment and stabilize the economy. 

OR OVER sixty years there have been firms in North America that 

guaranteed employment or wages to their hourly rated employees; 
but until recently they were minor curiosities, places where a few em- 
ployers flaunted a paternalism that happened to be convenient for them. 
The firms were relatively small producers of consumer staple goods, and 
no more than a few thousand employees were ever covered by their 
guarantees. Then, ten years ago, the “Guaranteed Annual Wage” was put 
forward as a demand by a large and vigorous union, the United Steel- 
workers; and during the last two years it has been demanded aggressive- 
ly by a still larger and vigorous union, the United Auto Workers. Re- 
cently, quite a number of contracts have been signed by employers with a 
variety of unions that call for a guaranteed annual wage. And, during 
the past year about 25,000 workers in Canada and perhaps a million in 
the United States have been covered by something that is not, indeed, a 
guaranteed annual wage — the union leader who derided it as not 
guaranteed, not annual, and not a wage, was close to the truth — but is 
certainly regarded by a great many people as the first instalment on a 
guaranteed annual wage. This latest addition to Canadian union con- 
tracts is called, quite accurately, Supplemental Unemployment Benefits. 
Variations of the Guaranteed Annual Wage Plan 


Guaranteed annual wages have come in three rather distinct sizes. 
The early plans, and many current ones, provided an actual guarantee 
of 45 to 52 weeks of work in a forthcoming year, to most of the wage- 
earners employed by a firm, or in default of this, of 45 to 52 weeks’ pay. 
The second, modified size of the guaranteed annual wage was launched 
at the end of the Second World War by the United Steel Workers, who 
are still interested in it, and taken up by the United Auto Workers, who 
have done a lot more about it. This size follows the proposals of an 
American economist, Murray Latimer. The consideration behind it is 
that although steel and automobile companies are giant concerns in 
semi-monopolistic positions, their industries have been very volatile 
ones, so that a straightforward guarantee of a year’s wages for all em- 
ployees might conceivably impose a very heavy financial burden. 
Latimer proposed to cut down the risk by limiting coverage of workers 
in accordance with their seniority, by limiting the duration and size of 


*An address delivered at ~ meeting of the Winnipeg Chapter of the Society of Industrial and Cost 
Accountants on March 23, 1956. 
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benefits, by limiting the total sum for which the employer was to be 
liable, and particularly, by relieving the employer to the extent that 
unemployed workers received government unemployment benefits. 

Even this modified version was unacceptable to the automobile 
companies, however. What has been settled for, following the pattern 
set by Ford in the United States in June, 1955, is a Supplemental Un- 
employment Benefit Plan — a kind of sample size of the guaranteed 
annual wage. Ford agreed to contribute 5c per hour worked to a trust 
fund. After two years workers will be eligible, if unemployed, to draw 
benefits from the fund up to a maximum of 26 weeks, which is the 
maximum period for which benefits can be drawn under the unemploy- 
ment compensation plans of most American States. The amount of 
benefit is to be the sum required, along with government benefits, to 
make up 65% of the workers normal take-home pay for the first four 
weeks of unemployment, and 60% of his take-home pay thereafter.’ 
Thus, the sums involved are modest; and should the trust fund neverthe- 
less run out of money, the employer is not obligated further. 

In Canada, the Ford plan was included in the recent settlement 
between General Motors and its employees. There seems no reason to 
doubt that the same plan will be presented to Ford and Chrysler man- 
agements in Canada this summer, and accepted by them. Plans of 
this type have been accepted recently by Massey-Harris-Ferguson, by 
American Can and Continental Can Companies, and by Molson’s Brewer- 
ies. There are some variations, however. Molson’s have guaranteed 
benefits up to 36 weeks, the maximum benefit period under Canada’s 
unemployment insurance law, and covers sick time. The can companies 
gave a real annual guarantee — 52 weeks. Meanwhile, Labatt’s did 
better with a straight guarantee of a year’s employment. A hosiery 
knitting company did the same, and some other firms gave guarantees 
less complete in duration or in hours per week. There are also in 
Canada several firms with plans from the old paternal period, which 
plans are still mostly outside any collective agreement. There appear 
to be about a dozen of these plans, covering less than 3,000 workers 


among them. 


Short and Long-Range Union Aims 

Now you and I enjoy as much security of employment and income 
as is contemplated under any of the guaranteed annual wage plans. So 
do armies of salaried people. So, in practice, do multitudes of wage- 
earners who have skill or seniority, or both. These workers might con- 
sider themselves better off personally with a straight wage increase 
instead of a supplemental unemployment benefit. What, then, do 
Walter Reuther and other union men hope from it? In the first place, 
they hope to expand supplemental benefits into a Latimer-type guaran- 


1. The calculation of particular benefits appears to be quite complicated. They depend, among other 
things, upon the number of hours worked, upon overtime worked, and upon benefits previously 


drawn. 
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teed annual wage, which could be of widespread benefit to workers in 
such unstable industries as autos and steel. But any acquaintance with 
the Reuther approach will inform you that there are general social 
objectives beneath. It is hoped that supplemental benefits will exercise 
pressure to raise, and perhaps to liberalize, unemployment compensa- 
tion payments which union men think, and I think, are too low, even 
though they have been generally raised lately. Again, it is hoped to 
put pressure on managements, and perhaps on governments, to stabilize 
employment. I think there is a particular wish to keep the question of 
employment stability to the front in connection with the threat of un- 
employment implicit in automation. Perhaps it is hoped to develop a 
mechanism that will force employers actually to cover the social cost of 
displacing workers by automation. Reuther has claimed that, “the 
Guaranteed Annual Wage attacks problems of unemployment at the root 
by shifting to the employer the cost of unemployment and by compelling 
the employer to pay workers as the employer himself is paid — by the 
year.” It is claimed, again, that supplemental benefits and guaranteed 
wages will limit unemployment by maintaining consumer purchasing 
power at a high level. 

Management Reaction 

Employer reaction has ranged from an incoherent horror expressed 
by the National Association of Manufacturers in the United States, to 
reasoned but unfriendly statements. It has been pointed out that many 
employers have only a limited control over the stability of their opera- 
tions, and it is asserted that the cost of a guaranteed annual wage could 
therefore be onerous or even beyond the capacity of the firm. Somewhat 
inconsistently, it is said that stability should come first — that employers 
should strive for it — and the guarantee afterwards; only then it would 
be unnecessary. It is argued that workers who receive high unemploy- 
ment benefits will be reluctant to seek work, and that employers who 
assume the obligation of a guaranteed annual wage will be reluctant on 
that account to expand operations: both these propositions, in my 
opinion, are thoroughly false. It could be argued, though it does not 
seem to have been, that supplemental benefits and guaranteed annual 
wages would not go far to buoy up the economy in a depression. What 
I suspect are the touchiest aspects, grounded in emotion rather than 
reason, appear in these quotations: 

“If companies undertake commitments beyond their financial 
capacity to fulfill, they may discover that the government may have to 
come to the rescue and so become a silent partner in their operations.” 

“Formal contract negotiations in this critical area could well open 
the way to demands for joint union-management action in vital areas of 
management functions such as, sales, plant expansion, sub-contracting, 
production schedules, etc.”* 


2. Labour Gazette, May, 1953, p. 658. 
3. Mr. L. Teplow to the Canadian Manufacturers’ Association, 1953, Labour Gazette, July, 1953, 


p. 1001. 
4. Dr. C. E. French to the C.M.A., 1953, Labour Gazette, July, 1953, p. 998. 
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But employers may be taking a second and more friendly look. 
According to a recent statement of a Financial Post writer, “Layoff bene- 
fits may be offered more and more by management negotiators. The 
reasoning is that labour is going to win a modified version of the guar- 
anteed annual wage offer eventually, and it’s good strategy to offer some 
form of layoff benefits, rather than being asked for big wage boosts, or 
costly pension plan increases.”® 


The Capitalist Era 


Now, let us examine very cursorily the background of the guaranteed 
wage issue. Remember, first, that up till the capitalist era, guarantees 
of employment and income, so far as these were physically possible, 
were implicit in all social arrangements. It is only a recent idea that 
any person should be left without them. That idea came with modern 
capitalism, which contributed greatly to human progress, but did so in a 
remarkably brutal fashion. It required the mass of the population to be 
denied access to the means of production, so that they could live only 
by obtaining employment from those who owned those means of pro- 
duction. Further, there was a very rapid rate of population increase in 
Europe after 1750. So hordes of people sought employment, and the 
bargaining advantage was decidedly on the employer’s side. Classical 
economics assumed that there was a floor to wages — the cost of the 
labourer’s subsistence — and, more or less, it was so. But it was easy 
for an employer to hire or reject workers at will, and if some of the 
rejected happened to starve, it did not matter, for there were more to 
take their places. Except for its immediate subsistence costs, therefore, 
labour could be viewed as a free resource, and was treated accordingly in 
capitalist accounting. Thus, we have the accounting arrangement that 
buildings and machines represent fixed or overhead costs, for which 
good accountants provide reverence and depreciation allowances; but 
men involve only variable costs, and are paid solely for current services. 
Nevertheless, men have to be supported up to working age, and some 
societies have considered that they should be supported in old age. 
There are social overhead costs to provide labour, even though the 
concepts of private business accounting have not recognized them. It is 
important to observe that on the other side, when the overhead costs of 
labour have been provided for, the services of labour are then freely 
available from the viewpoint of society as a whole. The waste of human 
services by unemployment is therefore all the more senseless. 


The Introduction of Unemployment Insurance 


Statisticians distinguish different kinds of unemployment: cyclical 
unemployment which occurs during the depression phase of business 
cycles; technological unemployment, when men are displaced by ma- 
chines; and seasonal unemployment. Please observe that these are 


&. Financial Post, March 3, 1956, p. 1. 
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statistical concepts, not devices to say what caused the unemployment of 
a particular John Smith. The difficulty of distinguishing in practice is 
illustrated in the extensive unemployment in Canada during the winters 
of 1953 and 1954 which our federal government has preferred to call 
“seasonal”, though it could be argued that most of it was cyclical and 
technological or structural. It happens that Canada, from the nature 
of its climate and industries, is exposed in an unusual degree to seasonal 
fluctuations. 

Now, when economists first gave serious attention to unemployment, 
and to ways of mitigating its effects, about 1900, it was seasonal unem- 
ployment that they considered. Seasonal unemployment especially 
affected the most vociferous unions of that day, such as the building 
trades. It was during seasonal layoffs that unorganized workers, with 
a new obstinacy about their rights, demanded attention from govern- 
mental authorities. Seasonal unemployment was obvious in the statis- 
tical series of the economists. On the other hand, this century was born 
in boom conditions and, anyhow, economists accepted the view that 
depressions were self-correcting and made worse by interference. So, 
there was a good deal of talk about stabilizing the output and employ- 
ment of seasonal industries. Unemployment insurance was proposed 
many places, and actually instituted in Great Britain. Note again that 
this insurance was intended to deal with seasonal unemployment, and 
therefore could be actuarially sound in the sense that the amount of 
unemployment to be dealt with was predictable. It is one of the great 
ironies that subsequent unemployment insurance plans, like Canada’s, 
specifically exclude from coverage the one kind of unemployment — 
seasonal — that is predictable; and that though the plans are called 
“insurance”, they can have no actuarial basis in the private insurance 
sense, because no one can foretell the course of business cycles. But, 
politically, it took the depression of the 1930’s to force unemployment 
insurance on this continent, so that inevitably the systems had to cater 
to depression unemployment. Besides, the systems fit well into plans to 
mitigate depressions by means of fiscal policy. 

However, the old influences were not quite dead when the first un- 
employment insurance plans were introduced in the United States. The 
first plan was established in 1934 by Wisconsin, which was then a social- 
ly progressive state, and proud of it. Its plan included provision for what 
was called “experience rating” or “merit rating” in setting the rates to 
be charged employers as contributions to the insurance fund. Firms 
whose employees made few claims for benefits would pay low rates; 
firms whose employees made many claims would pay high rates. Indeed, 
in the beginning Wisconsin allowed employers who would undertake 
to stabilize their own operations — that is, to provide a guaranteed 
annual wage — to withdraw from the insurance plan altogether. 
Several other states followed Wisconsin’s example in providing for 
experience rating. 
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Experience Rating — A Constructive Device 

I dwell on experience rating because its pro’s and con’s are those of 
the guaranteed annual wage. It was introduced on an analogy from in- 
surance against industrial accidents under workmen’s compensation. 
Workmen’s compensation represented a great social advance in two 
respects. First, by differentiating contribution rates according to the 
experience of different industries, it allocated the social costs of acci- 
dents to the products to which they were incident. If I insisted upon 
buying coal, then at least I paid towards the maintenance of the widows 
and orphans of the men who had to die to produce it. You gentlemen 
who are experts at allocating costs, perhaps even when there is little 
basis for allocating them, will appreciate this procedure. The second 
merit of workmen’s compensation was that it set up a financial incentive 
for employers to conduct their operations safely. Before workmen’s 
compensation, employers had almost a total indifference to accidents, 
and were reluctant to take any step to promote safety that cost money. 
Now, with a financial incentive, industrial safety is almost a religion. 

Why not, then, use this same effective device to make firms stabilize 
their employment? It would appear that many firms carry on their 
operations in a haphazard way, with little regard for the effect of their 
impulsive activities upon the stability of employment, just as they used 
to ignore industrial dangers. When firms do consider ways to stabilize 
their operations, they may back away when the costs are learned. Any- 
how, why should not the social costs of unemployment be allocated to 
the products of unstable industries, instead of being borne by the work- 
men and the public? If it’s seasonal unemployment, technological un- 
employment, and casual unemployment that we are thinking about — 
and that is what the early supporters of experience rating were thinking 
about — the argument makes a good deal of sense. In this regard, the 
substantial and fairly successful efforts which Canadian construction 
firms are making just now to provide winter employment, might be 
considered. The firms are interested because the building boom keeps 
them short of labour in summer; so they have a financial incentive to 
build in winter. But should labour again become plentiful in summer, 
this movement may very well peter out, as its various predecessors did. 
However, if there were a standing financial incentive, the effort to 
stabilize building might be permanent. 


Experience Rating and Cyclical Unemployment 

The moment one turns to consider cyclical unemployment, the case 
with respect to experience rating changes entirely. Firms have prac- 
tically no control over the way the business cycle affects them. Em- 
ployers and employees in staple consumer goods have little to fear from 
depressions. Employers and employees in steel, autos, railways, ship- 
building, lumbering, construction, will be greatly affected no matter 
what they do. There are certainly social costs of cyclical unemployment 
to be allocated, but there is no case for allocating them to employers or 
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to employers’ customers. They might well be allocated, and to a degree 
they are allocated, to national governments, the only agencies capable 
of mitigating cyclical fluctuations by fiscal and monetary policies and by 
direct action. In Canada’s case, even the national government has but 
limited powers over the business cycle, because of the very great de- 
pendence that has been built up on American markets. If the American 
national government does the right things to maintain prosperity, our 
government need do little. If the American government permits a de- 
pression to develop, there is not a great deal we can do about it. We 
ought then to allocate the social costs of our unemployment to Washing- 
ton, but there is no reason to suppose that Washington would accept 
them. The desirability of our having more power over our own level 
of prosperity is one of the reasons why, in my opinion, we ought to 
curtail our dependence on the American market and build our secon- 
dary industries, even at the expense of foregoing some quick profits. 


The Case for the Guaranteed Annual Wage 

The case with respect to experience rating, and to guaranteed annual 
wages, therefore boils down to this: If we can assume that cyclical 
fluctuations will be kept mild, there is a good argument for forcing 
firms to stabilize against other fluctuations by way, say, of guaranteed 
annual wages. The fact that firms, or consumers, have evaded the social 
costs of seasonal and technological unemployment in the past, is a poor 
reason why they should continue to evade them. It is possible, also, that 
if employers were generally committed to a guarantee of employment, 
they would press national governments hard to do the things necessary 
to avoid depressions. If, nevertheless, our problem of the future is to 
be more cyclical fluctuations, the guaranteed annual wage is an in- 
appropriate and possibly unjust weapon. It is still true that individual 
employers cannot control cyclical fluctuations, and there is room for 
skepticism whether national governments can do so either, until business 
men are made to accept a greater degree of social control than they have 
been willing to submit to, so far. For Canada, there is the additional 
difficulty of external dependence. A positive program, a useful program, 
but a difficult program to get stability, if we want that, would include 
structural and other changes to overcome business cycles, and measures 
to minimize other fluctuations. For this latter purpose, the guaranteed 
annual wage seems as good a device as any. 


The Immediate Picture 

This is the big picture, as I see it. Let us turn to some more imme- 
diate considerations. According to a recent study, and contrary to some 
expressed opinion, guaranteed annual wage plans of the past did not 
have any trouble surviving through depressions.° But most or all of 
them pertained to staple consumer goods industries. According to a 
study made for the United States government about 1947, the cost of 


‘ D.A. Seastone, “The History of Guaranteed Wages and Employment’, The Journal of Economic 
History, Vol. XV, No. 2 (1955), pp. 134-150. 
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guaranteeing annual wages in the years 1937-1941 inclusive would have 
varied among six firms examined from a low of 1.3% of payroll for a 
paper firm, to a high of 20% of payroll for a steel company.’ The cost 
of a modified plan might not be beyond the means even of steel com- 
panies. The cost of Supplemental Unemployment Benefits, at 5c per 
hour, is inconsequential, It is only a small fraction, perhaps 15%, of 
the cost of existing fringe benefits.* And, as with all fringe benefits, the 
employer expects an appreciable return in improved morale and in 
curtailing turnover of his labour force. 

Guaranteed annual wages will be won primarily by the strong 
unions whose members work, for the most part, for large monopolistic 
firms. The same has been true of fringe benefits. Thus, the workers 
who have the best wages and conditions to start with win the greatest 
security, while workers with the poorest wages and conditions get the 
least security. Now, you can hardly blame the union members for this. 
They took an active part in campaigns, a few years ago, for a real 
system of social security in Canada. I think the great majority of the 
Canadian people desired such a system but, largely through the in- 
fluences of employers, it was not forthcoming. The members of strong 
unions thereupon set out to win private social security systems from 
their employers, and are making fair progress at it. But our society 
would be a more equitable one if securities were spread widely and 
evenly through national plans, and if the productivity gains of oligo- 
polistic industries were shared more, instead of being retained by big 
companies and big unions. 


Recommendations 

If we determine seriously some day to eliminate the waste of cyclical 
unemployment for good and all, I hope we will follow through with 
the next logical step of eliminating our present unemployment insurance 
system, or of adapting it to the control of seasonal and technological 
fluctuations. Perhaps guaranteed annual wages would serve better to do 
this and to allocate the social costs of unavoidable unemployment. But 
I know no general formula which firms might follow to stabilize their 
operations. Some could smooth their uneven operations by way of 
complementary products. Some could produce for inventory. Some 
might regularize their markets by advertising or other means. Much 
greater regularity might be achieved simply by planning production 
more carefully than now. Managers might be induced to carry out 
technological innovations with a serious regard for the position of 
workers displaced by them. Making private costs accord more closely 
with social costs should result in a shift of emphasis in our economy 
from seasonal extractive industries to secondary industries which, in 
their very nature, are easier to stabilize. And, in general, the stimulus 
of money incentives may work wonders that are now totally invisible. 


7. Cited in Dale Yoder, Manpower Economics and Labour Problems (3rd ed.), New York, 1950, p. 262. 
8. Chamber of Commerce of the United States, Fringe Benefits, 1951, Washington, 1952. 
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EXAMINATIONS, 1955 


ACCOUNTING I 
Comments by Colin C. Gourlay 


QUESTION V (20 marks) 


On December 1, 1954, the Vogue Mobile Company Limited 
was organized under a charter and authorized to sell 10,000 4% 
Preferred shares, par value $10.00, and 10,000 Common shares of 
no par value. A summary of transactions during December follows: 


Sold for cash 1,000 shares of Preferred at $10.00 
per share. 

Received subscriptions for 1,000 shares of Com- 
mon at $8.00 per share. 

Issued 100 shares of Common in payment of 
organization expenses amounting to $900.00. 
Acquired land, $7,000.00; Building, $2,000.00; 
and Inventory $1,500.00; all in return for 1,000 
Preferred shares. 

Received payment in full for subscription to 
Common shares received on December 3. 
Received subscription for 500 shares of Pre- 
ferred at $10.00. 

Received subscription for 800 shares of Common 
at $10.00. Half this subscription was paid in 
cash, the balance to be paid January 15. 


(a) Assuming that the shares are issued when the subscrip- 
tions are received, give the necessary general journal 
entries to record the above transactions. 

(b) Prepare in correct form a Balance Sheet for the Vogue 
Mobile Company for December 31, 1954. 


SOLUTION QUESTION V. 
(a) 12 marks 


VOGUE MOBILE COMPANY LIMITED 


sau siasbsbsseteurssadasaversrerreuestiee $ 10,000.00 


4% Preferred Stock .......... $ 10,000.00 
To record sale of 1,000 shares 
Preferred at $10.00. 
Subscriptions Receivable — 
GOmMmon SIGE <.scssécsessedeeecdics 8,000.00 
Common Stock ...........c0e00 8,000.00 
To record subscriptions to 1,000 
Common shares at $8.00. .... 
Organization Expenses ............ 900.00 


Cammon StOCk .<...<<0.56s000s. 900.00 
















































STUDENT SECTION 


Issued 100 shares common to 
pay organization expenses. 


DOs | Miariahct rte scsrcecceccascarcscceeee ise 7,000.00 
IE  xcrnirerammntanncnien 2,000.00 
PIN ansiccsiicesseinicritrtcnianiniapian 1,500.00 


4% Preferred stock .......... 
Premium on 4% Preferred 
GEOG <cesshsoocrsteseetetitcardeties 
iy ame St SE a reer Ae te RE 8,000.00 
Subscriptions Receivable 
Common Stock .............. 
Received payment for subscrip- 
tions of December 8 and 
issued stock. 
20 Subscriptions Receivable Pre- 
WORE O Ce SOG IG <6.cc55ecetnsceiscceeesss: 5,000.00 
4% Preferred Stock .......... 
Received subscription for 500 
shares Preferred stock at $10.00. 
21 Subscription Receivable Com- 
SII SHOE ossancscnces Sciacscsieesceeces 8,000.00 
Gommon: Stock ...:::..05.005:6< 
Received subscriptions to 800 
shares of Common Stock at 
$10.00. 
PA) a 2, | a es aE rer eer ee 4,000.00 
Subscriptions Rec. Com- 
PRONE StOGlS 256i ncccscciscaces 
Received payment for 50% of 
subscriptions to Common 
stock. Balance due January 
15, 1955. 


(b) 8 marks 


Vogue Mobile Company Limited 
Balance Sheet 
December 31st, 1954 


Assets 
Current Assets 

OBES of Feces cer iyeshan Re $ 22,000.00 
Subscriptions Receivable Preferred 

3) Fite (Sal a ore in re ee PE eee oe 5,000.00 
Subscriptions Receivable Common 

be ens ree en 4,000.00 
DR cima 1,500.00 








10,000.00 


500.00 


8,000.00 


5,000.00 


8,000.00 


4,000.00 


$ 32,500.00 


COST AND MANAGEMENT 


Other Assets 
Organization Expense 900.00 


Fixed Assets 
7,000.00 


Building 2,000.00 9,000.00 





Total Assets $ 42,400.00 
Liabilities and Net Worth 


Net Worth 


Preferred stock—4% Par Value 
$10.00 $ 25,000.00 


Premium on Preferred Stock 500.00 
$ 25,500.00 


Common Stock—No Par Value 16,900.00 


Total Liabilities and Net Worth $ 42,400.00 
Vogue Mobile Company was authorized under Charter to sell 
10,000 Preferred shares 4% Par Value $10.00 
10,000 Common shares No Par Value. 


Marking 11/4 marks for each entry. 8 marks for Balance Sheet. 


COMMENT: 
Question #5. Students in this question failed to realize that they 


were expected to maintain separate accounts for both types of 
shares, i.e., subscriptions receivable common, and _ subscriptions 
receivable preferred, etc. Several students failed to realize how to 
handle “organization expense” on the balance sheet. Balance sheet 
presentation on the whole was not too good. 








